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Chubb: Unexpected Titan

Established in the 8" Century BC, the Oracle of Delphi was famed for a prescience market forecasters can
only aspire to. The trick, however, was that her pronoucements were shrouded in ambiguity. The tyrants of
the time followed her advice, but their hubris proved their downfall: the Oracle’s advice proved true, yet not
in a manner they expected. In later years, the Oracle pronounced Socrates the wisest of all men, for he
knew his own ignorance. It goes without saying that, at Credo, we favour the latter approach. A few months
back we added Chubb to our portfolios based on a shrewd analysis of the fundamentals in an out of favour

industry. In a Delphic turn of events, our analysis was rewarded, though not in the manner we anticipated.

With market and macroeconomic risks abounding, our thesis was grounded in Chubb’s record discount to
the market, low correlation, and stable earnings stream. However, it seems that we were not the only ones
to find value in an industry forsaken by many. In early July, ACE announced it would acquire Chubb in a
$28bn deal, valuing their fellow insurer at a 30% premium to its market value. Comprised of approximately
50% cash and 50% ACE stock, the deal was warmly welcomed by investors. Following the announcement,
the stock price of both target and acquirer rose, implying that the whole was deemed greater than the sum

of its parts. This is to say, the deal was expected to create value.

However, herein lies the oracular element: while our analysis uncovered the compelling value proposition
that Chubb offered, we by no means anticipated that our efforts would be so soon rewarded. Of what
remained of our original thesis, any further upside remains to be seen. While the deal offers an enticing
(though approximate) $10 billion of value through synergies, the full extent of these are largely reflected in
the stock price. Less clear is the potential for revenue synergies — where the company’s combined product
suite finds new clients within their combined client base. As this new titan gestates, it is evident that our

upside expectations have already been fulfilled; what remains is uncertainty.

Moreover, deals of such scale carry significant execution risks. For instance, the unsuccessful courting of
Syngenta by rivals Monsanto. While Syngenta’s board were unwilling to even enter talks with Monsanto,
and Chubb’s management and shareholders have so far proved receptive to the deal, the risk remains and

should not be overlooked.

Unlike the Oracle, we are furnished with no foresight. Nevertheless, by dint of fortune, our analysis has so
far proved correct. Yet humility is more becoming than hubris — unlike the tyrants of the ancient world, we
do not intend to overreach. Our analysis has been favoured, albeit unexpectedly, but now the outlook has
changed. Revenue synergies are uncertain, break risks exist, and with approximately 50% of the deal
being offered in ACE shares, we have decided to realise the profits of our labours and return to the search

for worthy investments.
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Important Notice

This document has been created for information purposes only and has been compiled from sources believed
to be reliable. None of Credo, its directors, officers or employees accepts liability for any loss arising from the
use hereof or reliance hereon or for any act or omission by any such person, or makes any representations
as to its accuracy and completeness. This document does not constitute an offer or solicitation to invest or
divest, it is not advice or a personal recommendation nor does it take into account the particular investment
objectives, financial situation or needs of individual clients and if you are interested in any of the information
contained herein, it is recommended that you seek advice concerning suitability from your investment advisor.
Investors are warned that past performance is not necessarily a guide to future performance, income is not
guaranteed, share prices may go up or down and you may not get back the original capital invested. The
value of your investment may also rise or fall due to changes in tax rates and rates of exchange if different to
the currency in which you measure your wealth. Credo Capital plc is authorised and regulated by the

Financial Conduct Authority and is an Authorised Financial Services Provider in South Africa.
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